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CONCENTRATION LEVELS IN THE U.S. ADVERTISING AND MARKETING SERVICES INDUSTRY: MYTH vs. REALITY 1.0 INTRODUCTION
How concentrated is the U.S. advertising and marketing services industry? Over the past several decades, the effects of de-regulation, globalization, and technological innovation have re-shaped the advertising and marketing services industry (hereafter A&MS) as they worked their way through the economy. Clients have demanded more accountability and integration for an ever-increasing range of services (Duboff 2007 and Escobar 2005) . The supply side of this industry has grown through entry of new firms, diversification of established ones, and especially through the aggressive growth of global holding companies that have undertaken hundreds of mergers and acquisitions (Silk and Berndt 2004) . Domestically, the advertising agency business, the core sector of the A&MS industry, has become more geographically dispersed over the last half century, spreading west and south from its original base in the corridor running from New York through Philadelphia to Chicago (King, Silk, and Kettelhohn 2003) . As well, there have been important changes in certain longstanding industry practices, such as the unbundling of advertising agency services (Horsky 2006; Arzaghi, Berndt, Davis, and Silk 2008) , and diminished reliance on the traditional method of agency compensation derived from media commissions in favor of a fee-for-service system based on labor charges (Beals 2007) . To what extent have these developments affected the size-structure of the A&MS industry in the U.S.?
Industry observers express divergent views about the effect of mergers and acquisitions on the size-structure of the A&MS industry. One perspective maintains that acquisitions have depleted the ranks of mid-sized agencies and resulted in a polarized size-structure consisting of very large and very small firms (Kanner 1979 , Levin 1991 , Sorrell 1997 ). An alternative viewpoint stresses the rejuvenation of the size-structure and argues that mid-size agencies possess advantages with respect to creativity and responsiveness to client service demands that fosters their viability and provides opportunities for growth (Lander 1990 , Crawford 1995 .
Estimates from the existing literature are typically based on data from trade sources and present a picture that emphasizes rising concentration over time and domination by a handful of holding companies. These estimates are suspect as they suffer from a number of conceptual and measurement limitations. First, there is the matter of defining the boundaries of the "advertising and marketing services" industry and determining the size of this market. Whereas the scope of services offered by suppliers has expanded considerably with the availability of new communications technologies and related diversification by suppliers, estimates often focus on the set of services provided by traditional "full service" advertising agencies that are related to "measured" advertising media. Moreover, to measure market size, reliance is often placed on the total revenue of the 25, 50, 100, and 500 largest firms, ignoring the revenues earned by large numbers of smaller firms (Bloom 2005 , Dooner 2002 ).
Second, the choice of a measure of size is problematical. "Gross income" has long been recognized as the preferred measure of advertising agency size (Paster 1981) rather than the amount agencies "bill" their clients for services. Nonetheless, billings continue to be used in many discussions of firm size and industry concentration. "Billings"
represent the costs of materials and services (including media space and time) purchased on behalf of clients, plus agency compensation. Thus "billings" are akin to "sales" while "gross income" is akin to "margin," (i.e., the difference between "sales" and "cost of goods sold" or "value-added." When "full service" agencies were compensated by a fixed rate of commission on client billings, the latter was a meaningful indicator of agency size.
However, as billings-based agency compensation was replaced by fee-based remuneration, the practice of approximating true billings by "capitalized billings" became widespread. Capitalized billings are calculated by assuming that agency compensation was equivalent to some commission rate (say 15 %) and then inferring the level of billings implied by that commission -e.g., an agency fee of $100 was equivalent to 15% commission on billings of $100/0.15 = $667. Estimates of capitalized billings are thus sensitive to the commission rate or margin assumed, which is not always made explicit and varies for different types of services. Capitalized billings do not fall within the purview of generally accepted accounting principles. Despite being the subject of industry criticism (Cardonna 2002, Katz and Lithen 2004) , many discussions of firm size and industry structure continue to rely on billings data, directly (Ducoffe and Smith 1994, Kim 1995) or indirectly, such as when industry gross income is estimated as some fixed percentage of aggregate industry billings (Lancedorfer and Reece 2004) .
Finally, there are good reasons for examining concentration in the advertising and communications industry at two levels: firms (or establishments) and holding companies (Von Nordenflycht 2005) . At the firm level, the organization of the full-service advertising agency sector has historically possessed a highly diverse and unconcentrated size structure. 1 The persistence of this organization reflects the basic economic characteristics of a competitive industry, namely ease of entry and exit, small minimum efficient size (Silk and Berndt 1993) and cyclical demand from heterogeneous clients consisting of both national and local advertisers (Blank 1962) in geographically dispersed markets. Silk and Berndt (1994) suggest that the advertising agency business satisfies the conditions MacDonald and Slavinsky (1987) showed were required for a competitive industry to sustain an equilibrium with multiproduct firms.
The major holding companies are all global, public corporations that own or control a large portfolio of operating units that supply a broad range of communication services to clients (Silk and Berndt 2004) . Holding company headquarters coordinate affiliated units and supply them with support programs and financial resources. Von Nordenflycht (2007) argues that the principal advantage that holding companies possess over independent agencies lies more in access to external capital rather than in factors relating to product-market competition, including creativity. The holding company concept was pioneered by the Interpublic Group of Companies as means of circumventing the longstanding industry norm which precludes an advertising agency from serving competing clients in the same market. To respect this requirement, holding companies are organized into separate sub-groups or "networks" of affiliated units offering more or less similar mixes of services but that operate independently of one another and that often compete with one another for client accounts. This decentralization is essential in order for the claim of autonomy made by holding companies for their 1 King, Silk, and Kettelhohn (2001) report values of the Herfindahl-Hirschman Index (HHI) for employment size distributions of establishments reported by the Census Bureau at five year intervals for the period 1948 . In 1948 , HHI was 23, rose to 36 in 1963 , and then declined to 9 in 1997.The possible range of HHI varies from a minimum of approximately unity to a maximum of 10,000.
operating units to be credible with clients. Clients differ in how stringently competition is defined and their demands are known to have affected the initiation and outcome of mergers and acquisitions (Siman 1989) .
In this paper, we investigate concentration levels in the U.S. A&MS industry using public data that previously had been largely overlooked in the academic and trade literature on this subject and that allows several of the conceptual and measurement issues outlined above to be addressed. 
CONCENTRATION IN THE ADVERTISING AGENCY BUSINESS
The advertising agency business is the core sector of the A&MS industry.
Advertising agencies, NAICS category 54181, are "primarily engaged creating advertising campaigns and placing such advertising in…media" and "provide a full-range of services (i.e., through in-house capabilities or subcontracting), including providing advice, creative services, account management, production of advertising material, media planning, and buying." 2 The definition of NAICS 54181 is consistent with that of category 7311 under the SIC classification system which the Census followed prior to 1997 and thus we can compare the advertising agency size-structure across the Censuses conducted from 1977 to 2002.
Demand for Advertising Agency Services
By way of background, Figure 1 shows the year to-year percentage changes in total U.S. advertising expenditures (national plus local advertising) from 1970 to 2006. 
INSERT FIGURES 1 AND 2 HERE
In Table 1 Table 1 also shows the levels of total advertising agency receipts (i.e., gross income) and total U.S. advertising expenditures in both current and constant dollars for the six census years, where both series were deflated, as before, by the Universal in each of the three pre-1992 periods, the growth rate of agency income exceeded that of total advertising expenditures. In both the post 1992 periods, the order reversed, and the growth rates of total advertising outlays were greater than those for agency income. This same pattern obtained with respect to nominal as well as real growth rates.
INSERT TABLE 1 HERE

INSERT FIGURE 3 HERE
Concentration Levels: 1977-2002
Detailed revenue size distributions published by the Census Bureau for permit the calculation of Herfindahl-Hirschman Indices (HHI) at the level of both firms and establishments using the MINL method recommended by Schmalensee (1977) . Table   2 shows the values of HHI, which may range in value from a minimum of approximately unity (i.e., Min = (1/n)10 4 , where n is the number of firms or establishments) to a maximum of 10,000. In the case of establishments, the values of HHI remained small over the entire period studied and exhibited no apparent CR4 and CR8, indicating that the rise in concentration occurred primarily among the largest firms in the advertising agency sector.
The Polarization Hypothesis
To address the question of whether the size structure of the advertising agency sector has become more polarized over time, we conducted several analyses to detect how the grouped firm-level size distributions of advertising agency revenue reported by the Census have changed over the period . First, consider the coefficient of variation (CV, ratio of standard deviation to mean) that represents a measure of dispersion of the distribution of agency revenues independent of price changes affecting agency income. As may be seen in Table 2 , the values of CV steadily crept upward from Over time then, the distribution of firm-level revenue in the advertising agency sector has become more dispersed.
Second, Gini coefficients were calculated for the grouped firm size distributions of advertising agency revenues using the method described by Menderhausen (1946) . The
Gini coefficient (GC) provides a measure of statistical dispersion typically used to measure inequality of income or wealth distributions (Cowell 1977) . In the present context, GC serves as a measure of the inequality of the distribution of agency revenues across the population of agencies. GC takes on a value of zero if revenue is distributed equally across the entire population and unity for complete inequality (i.e., when n-1 agencies have no revenue and the nth agency accounts for all of the industry's revenue).
Referring to Finally, we examined the size distributions of firms for evidence of polarization using the definition of "mid-sized" agencies suggested by the American Association of Advertising Agencies (AAAA) as being those with 1995 gross income of $20 million to $100 million (Gleason 1995) . We converted this range of agency gross income from 1995 dollars to current dollars for 1977 to 2002 using the GDP Implicit Price Deflator and then identified the Census categories of agency (firm) receipts that most closely approximated the mid-size range. 6 Column (1) of Table 3 shows the range of agency receipts in current dollars that encompasses mid-sized agencies based on the AAAA's definition and Column (2) shows the set of related Census size categories for each of the six censuses conducted from 1977 to 2002. The entries in Column (3) are the share of all agencies and the share of total agency receipts accounted for by the sub-group of agencies that fell into the size categories identified in Column (2). Agencies with receipts greater (less) than those covered by the mid-size categories were labeled "large" ("small") agencies and the shares of agencies and receipts for each are given in Columns (4) and (5) Table 2 and discussed in Section 2.2.
The estimates presented in Column (5) of Table 3 reveal changes in the shares of small agencies that are the mirror image of those that occurred for large agencies.
Although the share of agencies that were classified as "small" declined only slightly from have become more polarized in the sense that over time they appear more skewed, more dispersed, and exhibit greater inequality, as may be seen from the summary statistics presented in Table A1 of the Appendix. The analysis shown in Table 3 and discussed above suggests that mid-size agencies continue to be viable, although a panel study is required to cast light on the dynamics of changes in agency size with respect to patterns of growth, entry, and exit.
CONCENTRATION BY SECTOR OF THE ADVERTISING AND MARKETING SERVICES INDUSTRY
With changes in technology and buyer behavior, sellers have demanded an everincreasing array of services to support their marketing programs and the composition and size of the A&MS industry has evolved accordingly. Following the introduction of the NAICS in the 1997 Census, data became available for several sectors of the A&MS industry that previously had been included in aggregate SIC categories and not reported separately. These data enable us to identify nine sectors which we suggest represent a useful operational definition of the A&MS industry that corresponds to contemporary professional practice as reflected in the trade press and related literature. Turning to the sectors whose shares were less than 10 percent in both 1997 and 2002, we see from Table 3 Table 5 presents two measures of concentration levels in each of the nine A&MS sectors for 1997 and 2002: (a) Herfindahl-Hirshman Indices (HHI) for both firms and establishments, and (b) firm concentration ratios (CR4, CR8, CR20, and CR50). For several sectors, receipts data were withheld for two or more sub-categories of the size distribution to prevent disclosure of confidential data. As may be seen from Table 5 
Sector Shares and Growth Rates
A&MS Sector Concentration Levels
INSERT TABLE 5 HERE
Turning to the firm concentration ratios that are available for all 9 sectors from both the 1997 and 2002 censuses, we find that the concentration levels vary widely across sectors and between Censuses within sectors. To facilitate comparisons, we also include the HHI's and CR's for Advertising Agencies (54181) in Table 4 that were presented in Table 3 and discussed above. Beginning with the two sectors that had the highest concentration levels in 1997 (CR20 > 60 percent), we observe from 
HOLDING COMPANIES' SHARE OF U.S. ADVERTISING AND MARKETING SERVICES INDUSTRY REVENUE
In this section, we present annual estimates of the share of the total U.S. 
INSERT TABLE 6 HERE
To check the sensitivity of the concentration ratios to the selection of the sectors included in the definition of the A&MS industry, we calculated the concentration ratios using estimates of total industry revenue for six rather than eight sectors. The two sectors set aside were "Advertising Materials Distribution" (54187) (5) of Table 6 and concentration ratios appear in columns (7) and (8). Dropping these two sectors reduces estimates of the total A&MS industry revenue by approximately 15 percent and thus the concentration ratios for the six sector industry definition are higher than those based on eight sectors. The differences are however, only of the order of 4 share (percentage) points for either CR4 or CR8 in any year. Even under this narrower definition of the A&MS industry, the four largest HCs account for less than a quarter of total industry revenue while the share of eight largest HCs is only slightly larger. These estimates could be viewed conservative in the sense that were annual revenues for the Marketing Consulting (541613) sector included, estimates of total A&MS revenues would be noticeably greater and the concentration ratios would decline accordingly.
DISCUSSION
Advertising Agency Sector
Our analysis of the Census data has shown that the number of firms and establishments and the level of agency receipts in real terms increased from 1977-1992.
Subsequently however, the number of firms and establishments decreased while real agency receipts have continued to grow and concentration levels have tended to increase.
It seems likely that this rise in concentration was due to several of waves of mergers and acquisitions, the first of which appears to have begun in the late 1950's (Bojanek 1980) , followed by others in each subsequent decade (Kanner 1979 , Snyder and Petrecca 1999 , Winski 1990 ). Interestingly, a pair of mergers involving large agencies that took place in 1978 drew attention from the Federal Trade Commission and the Justice Department.
However, the cases were not pursued, presumably on the grounds that neither posed a threat to competition (Gordon 1979) .
The pattern of change in agency concentration resembles somewhat the trends in aggregate concentration in the U.S. economy reported by Pryor (2001) who analyzed weighted concentration ratios for different sectors of the economy from 1963 to 1992. He found that concentration decreased from 1963 to 1982 but then increased in 1992. 12 In a follow-up study, Pryor (2002) found that concentration increased considerably from 1992 to 1997 in the manufacturing and retail sectors but not in the wholesale sector. He attributed this difference to the wave of mergers in the 1990's.
Other A&MS Sectors
Concentration levels vary across the nine sectors, but all are within the range Consulting) were both less than 10 percent.
Holding Companies
The four largest holding companies have captured a fifth to a fourth of the total For all the hype surrounding the frenetic pace of agency mergers and acquisitions, the consolidation has mainly been an intermural game. The reality is that most ad budgets remained highly diffused and, for the most part, far too localised ever to come under the stranglehold of the major conglomerates, no matter how finely they winnow themselves down (p. 8).
The holding company concentration estimates shown in Table 5 
CONCLUSIONS
This paper analyzes changes in concentration levels in the U.S. A&MS industry using data that have been largely ignored in past discussions of the economic organization of this industry, namely those available from the U.S. Census Bureau's quinquennial Economic Census and the Service Annual Survey. We define the A&MS industry in terms of nine sectors, each of which is represented by a separate 5 digit NAICS category. In so doing, we have sought to redress some of the measurement problems surrounding estimates found in the existing literature. Our main findings are threefold.
14 Discussions of the organization of the advertising industry in earlier periods are available for Canada (Palda 1988) , Germany (Thiel 2005) , Great Britain (West 1988) , and Japan (Moeran 1996) . (1977) (1978) (1979) (1980) (1981) (1982) (1983) (1984) (1985) (1986) (1987) (1988) (1989) (1990) (1991) (1992) and Economic Census, Establishment and Firm Size, Professional, Scientific, and Technical Services (1997 and . The data used are for the "firms" that operated the entire year-except for 1977 where the data are for firms that were operating at the end of the year. : 1977, 12 and 9; 1982 11 and 10; and 1987-2002, 11 and 11 . The concentration ratios are those reported in the same sources cited above. a Current $ were converted to constant $1995 using the GDP Implicit Price Deflator.
